Item No. 3(g)(1)
November 13, 2012

SUBJECT

Discussion of the 2013-2014 Operating Budget and the 2013-2019 Capital Investment Program
(CIP).

STAFF CONTACT

Steve Sarkozy, City Manager 452-6818

Jan Hawn, Finance Director 452-6846

Toni Rezab, Assistant Finance Director, 452-7863
Dan Stroh, Planning Director, 452.5255

POLICY CONSIDERATION

RCW 35A.34 — Biennial Budgets:
State law specifies requirements that must be followed in budgeting each of the City’s funds.
Key areas covered include:
e Preparation and filing of a preliminary budget by the Chief Administrative Officer, i.e.,
City Manager;
e A “budget message” from the chief administrative officer explaining the content,
financial policies and major proposed changes;
e A public hearing on the proposed preliminary budget conducted before adoption of a
final budget, which shall be held on or before the first Monday in December;
Balanced expenditure and revenue estimates for each of the City’s funds;
Council adoption of the budget prior to the beginning of the ensuing fiscal biennium, i.e.,
January 1, 2013.

The City’s 2013-2014 Proposed Operating and 2013-2019 Proposed Capital Investment Program
(CIP) Budgets are consistent with Council’s direction to continue high quality, efficient
municipal services.

DIRECTION NEEDED FROM COUNCIL

____Action
X Discussion
X Information

e No action is required this evening.
e Council direction on whether to develop a “4-1-4” strategy further is requested.

Council is in its deliberation stage of the City Manager’s Preliminary Budget, including the
2013-2014 Operating and 2013-2019 Capital Investment Program (CIP), which was presented on
October 15, 2012.
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Tonight’s discussion is one of several opportunities to deliberate the content of the City
Manager’s Preliminary Budget proposal, including the 2013-2014 Operating and 2013-2019
Capital Investment Program (CIP Plan. Council adoption of the budget is scheduled for
December 3, 2012.)

Tonight’s session will focus on discussion of how the “4-1-4” strategy might be structured to
fund earlier implementation of a number of high-priority capital projects. No action is
requested this evening; however, staff is seeking initial Council direction on whether to
develop any or all elements of the “4-1-4” strategy further. Council direction on the entire
budget will be needed prior to the November 26 Study Session in order to develop the ordinances
for Council approval on December 3.

BACKGROUND/ANALYSIS

During 2012, Council has spent considerable time on budget development, providing direction
and receiving stakeholder input on the 2013-2014 Operating Budget and 2013-2019 Capital
Investment Program (CIP). The calendar of previous and upcoming budget sessions can found
in Attachment A.

Budget Process Update
An overview of the City Manager’s Preliminary Budget was presented on October 15, 2012 with
additional questions answered during the October 22 and November 5 Council Study Sessions.

The 2013-2014 Preliminary Budget contains no general tax increases. However, it does include
proposed increases in Development Services fees and Utility rates which will be discussed with
Council in detail under separate agenda memos tonight. Ordinances implementing agreed-upon
fees and rates will be presented for Council consideration on December 3.

When presented for Council action on December 3, as currently reflected in the Preliminary
Budget, the property tax ordinance will contain no increase but will continue the City’s historic
practice of “banking” the statutorily available 1% increase. See Attachment E for historical
information on property tax.

No other general tax legislation is required for the 2013-2014 Budget as currently developed.

“4-1-4” Overview

The Preliminary 2013-2014 Budget includes no general tax increases. In presenting the
Preliminary Budget, it was noted that there is a large backlog of unmet capital needs not included
in the 2013-2014 Preliminary Budget or the 2013-19 CIP Update, for example (1) infrastructure
to support growth centers of Downtown, Bel-Red and Eastgate; (2) neighborhood infrastructure
such as West Lake Sammamish Parkway and neighborhood sidewalks; and (3) other mobility,
parks, arts or cultural needs. One way to address these needs is through a package of revenues
supported through bond financing.

At the request of Councilmembers to better understand the consequences of accelerating some
additional capital projects, the City Manager introduced to the “4-1-4” concept, and at the
November 5 Study Session staff was directed to bring forward a more complete proposal.
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“4-1-4” Proposal—3 Scenarios

The “4-1-4” concept is a potential funding mechanism. A supplemental City property tax could
be levied, at rates of 4% and 1% in alternating years. In 4% years, the property tax stream could
be bonded for 20-year debt, and applied toward building specific projects identified by Council.
Revenue from the 1% years would not be bonded, and would be dedicated for the M&O needs of
new capital projects. A 4% increase in the City property tax raises approximately $1.3 million,
which could be bonded for an estimated $15 million. The 4% increase applies to the City share
of the property tax (about 13% of an owner’s complete property tax bill), and would cost a
homeowner of a $500,000 home $21 annually.

The following table shows the annual amounts of revenues that would be raised for various
increments of property tax, and the level of bonding this could support.

Property 2013 Amount Annual Amount of
Tax Raised amount per Estimated
Increment $500,000 Bonding
home (20 yr)
1% $325K $5 $3.75M
2% $650K $10 $7.50M
3% $975K $15 $11.25M
4% $1.3M $21 $15M

A more complete description and list of previously-discussed potential projects can be found in
Attachment B.

It should be noted that, under State law, if Council chooses to increase the property tax to fund
capital improvements, the property tax would be shown as revenue to the General Fund and an
equal and offsetting amount of sales tax would be transferred to the CIP to pay debt service on
the bonds. In addition, if Council chooses to increase the property tax, then the ordinances
presented for Council action on December 3 would be appropriately updated to reflect the
agreed-upon rates.

Staff “Strawman” Scenarios

In response to Council direction, staff has provided three project option scenarios which could be
funded by a “4-1-4” concept. These options are provided to illustrate the cost and types of
projects that might be packaged and funded with a “4-1-4” concept. Specific projects would be
approved by Council.

e Scenario 1 focuses on Economic Recovery/Development and addresses capital projects
that help the City recover from the economic downturn and prepare for the next wave of
development.

e Scenario 2 focuses on key Neighborhood Needs and includes projects such as West
Lake Sammamish Parkway and City-wide neighborhood sidewalk improvements.

e Scenario 3 focuses on a blend of Economic Development and Neighborhood Needs.

Further details on the three scenarios can be found in Attachment C.
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On a parallel track, Mayor Lee suggested that individual Councilmembers should have the
opportunity to present their thoughts about high priority projects that could become candidates
for supplemental CIP funding. Attachment D provides the list of projects staff has received from
individual Councilmembers at the time the Agenda packet was published. Projects could be
drawn from this list as opposed to the staff-created scenarios.

Direction Requested
Staff is seeking direction tonight on whether the Council wishes to pursue any or all elements of

a “4-1-4” strategy, and on whether to proceed with work on an ordinance adjusting the property
tax rate accordingly. As directed by the Council, staff has prepared several project scenarios for
Council consideration. The Council could select from these scenarios, from the priority list
suggested by individual Councilmembers, or from the full candidate project list. Alternatively,
the Council may identify additional questions about the “4-1-4” proposal and direct staff to
return next week with additional information for discussion and direction.

To be applicable in 2013, final Council action on the property tax levy must be taken by
December 3.

Staff requests that Council bring the Preliminary Budget document to each of the future Study
Sessions scheduled for budget review and deliberations.

ATTACHMENT(S)

Attachment A: Calendar of Budget Discussions

Attachment B: “4-1-4” Proposal

Attachment C: Three Scenario Options

Attachment D: Project Priorities received from individual Councilmembers as of packet
publication time

Attachment E: Property Tax Analysis
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ATTACHMENT A

2013-2014 Budget/2013-2019 CIP
Budget Discussions/Calendar

Dates Meeting Type Topic/Purpose Done
February 3-4, 2012 | Council Retreat Council Vision/Priorities X
February 13,2012 | Study Session Budget process overview, calendar, X
establishment of Outcomes
February 21,2012 | Study Session Capital funding strategy, update on X
forecast
March 12, 2012 Study Session Capital funding strategy X
April 2,2012 Council Workshop Forecast Update, Early X
Operating/CIP budget discussion;
_ Results Teams’ strategy maps
May 7, 2012 Study Session Public engagement X
May 14, 2012 Regular Session Public Hearing #1 X
June 11, 2012 Council Workshop East Link/CIP X
July 2, 2012 Study Session Department Presentations X
July 9, 2012 Study Session Department Presentations X
July 23, 2012 Study Session Public Hearing #2 X
July 30, 2012 Council Workshop Forecast update, Results Team & X
Leadership Team recommendations
on Operating Budget/CIP
August, 2012 Council Briefings Operating Budget/CIP X
September 10, Study Session Capital funding strategy; public X
2012 engagement
October 15,2012 | Study Session Preliminary Budget (Operating X
Budget/CIP)
October 15 — Study Sessions Budget/CIP deliberation
December 3, 2012
November 19, Regular Session Public Hearing #3
2012
December 3, 2012 | Regular Session Budget Adoption
o Property tax levy
o 2013-2014 Operating Budget
o 2013-2019 CIP Plan
o Pay Plans
o Utility rates
o Development Services rates
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Attachment B: 4-1-4 Concept

Attachment B: 4-1-4 Concept
(Reprint of October 22, 2012 Attachment C)

Bellevue faces a huge backlog of unmet capital needs, with costs that far exceed the City’s baseline
funding capacity. As we work to recover from the major economic downturn and prepare for healthy
new economic growth, continue to nurture strong residential neighborhoods, and pursue our long-term
vision of “City in a Park,” it is appropriate to look for supplemental revenues for vital capital needs. This
includes key projects that the City has had to defer or cut from the CIP, as well as additional strategic

projects needed to advance the

City’s vision.

The 4-1-4 concept is a funding mechanism that would pay for key City capital needs that cannot be met
through baseline CIP revenues. A supplemental City property tax would be levied, at rates of 4% and 1%
in alternating years. In 4% years, the property tax stream would be bonded for 20 year debt, and
applied toward building specific projects identified by Council. Revenue from the 1% years would not be
bonded, and would be dedicated for the M&O needs of new capital projects.

The action to levy the property tax increment would be taken by Council each year, and subject to the
Council decision at that time. In the example chart shown below, this new funding is shown for each
year of the new 2013-19 CIP. The funding would be tied to specific projects, with the tax increase
rescinded once the bonds for the specific projects are paid off.

e The goal is to fund critical capital needs that cannot be met through the City’s baseline CIP revenues

e Council would identify specific, key projects tied to this special revenue source

e 4% property tax increase in odd years for capital needs for these identified projects and 1% property
tax increase in even years for M&O associated with new capital projects

e Capital package could raise $60M through 2019, to be implemented within the 7-yr CIP timeframe
The nature of projects themselves should answer the question “why raise my taxes to do these

projects?”

e Funding is tied to specific projects. Once the bonds are paid off for these projects, the tax increase

would be rescinded.

The last property tax increase approved by the City Council was 3 percent in 2009. It was one piece of a
funding package to pay for planned capital improvements, mostly transportation projects. By law, the
city is limited to a 1 percent property tax increase per year for operations. By not taking these 1 percent
increases over the course of several years, Bellevue has “banked” capacity of $8.8 million annually.

Estimated Revenue Generation for Capital Needs 5 e
2013 2015 2017 2019
Property Tax Levy Increase 4% 4% . 4% 4%
Tax Increment $1.3M $1.4M $1.5M $1.6M
20 Year Debt Proceeds* Est. $15M Est. $15M Est. $15M Est. $15M
Annual Debt Payment $13.M $1.4M $1.5M S1.6M
$500,000 Home Annual Impact Est. 521 Est. $21 Est. $21 Est. $21
*Debt proceeds would be determined at market conditions when issued.
2014 2016 2018
Property Tax Levy Increase 1% 1% 1%
Tax Increment $0.35M $0.38M $0.4M
$500,000 Home Annual Impact Est. S5 Est. $5 Est. $5
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Attachment B: 4-1-4 Concept

(Reprint of October 22, 2012 Attachment C)

Candidate Projects -- from Unmet CIP Needs

Note: The following are all high value projects. This list has not been prioritized by staff.

Projects deferred/reduced or cut from CIP

$ Rough Order of Magnitude

e NE 15" from 116" to 124" $45M

e Neighborhood Sidewalks . $10-60M

e West Lake Sammamish Parkway Nonmotorized $22M
Improvements—full project

¢ Enhanced streetscape/arterial tree planting and $3-10M
restoration

e Complete Northup Way bike project ($4M $4M shortfall in project
shortfall) predominately funded via $8M

state grant

e Restore Neighborhood Enhancement Program

$10.5M (over 7 years of CIP)

Other Visionary Projects

Transportation/Mobility

e Bellevue Way HOV

$10M+ (depending on East Link
alignment)

e NE 6™ St extension

$20M (assuming funding shared
project with WSDOT)

mid-block crossings

e 120" Ave. from NE 18" to Northup $11M

e 124™ Ave. from NE 16™ to Northup and NE 8" to $12M
NE 14th

e Projects that complement East Link project (e.g. $1M
neighborhood access/pedestrian connections to
light rail stations)

e Mountains to Sound Greenway construction— $10M
Factoria Blvd. to Lakemont Blvd.

e BNSF bike path—southern City limits to northern S$5M
city limits

e Improve Newport Way—Somerset Blvd. to TBD
Lakemont Bivd.

e Build ped-bike project 164th Ave NE—NE 18th to ST™M
SE 14th St

e Build 108th Ave. Great Streets non-motorized TBD
improvement through Downtown—NE 12th to
Main St

e Build 108th/112th regional trail connection $4M
between Downtown and SR 520 — N city limits to
NE 12th

e Build SE 16th St non-motorized improvement— $aM
148th to 156th Ave SE

e Downtown pedestrian improvements—build all TBD
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Attachment B: 4-1-4 Concept

(Reprint of October 22, 2012 Attachment C)

e Main St Great Streets corridor revitalization—
from 112th to Meydenbauer Park gateway

TBD

Parks

e Meydenbauer Bay Park Development

S40M (combination of City,
private/private redevelopment,
grants)

e Ashwood Cultural Campus {Multicultural
institute/Kids Quest/Library interface etc. and
Park development

$35M (combination of City,
partership foundations, private
donations, grants)

e Agquatic Center

$19-71M depending on option
pursued (combination of City,
public/private partnerships, other
partnerships, private donations,
naming rights)

e Sportsfields restorations STBD

¢ Seed development of Arts District -- Downtown S5M
or Bel-Red

e Contribution to Tateuchi Center/PACE STBD

Additional Neighborhood Investments

e (City development role for neighborhood shopping
centers/focus on Newport Hills

$1-10M depending on approach

e Additional funding for neighborhood traffic
calming—capital improvements

$2M+ (depending on scope)

e High speed community fiber access

$15-$150M depending on scope
(opportunities for public/private
partnerships and for coordinating
with other CIP projects)

General Government/Public Safety

e Public safety training center improvements

$1.5M

e Downtown Fire Station

STBD (depending on feasibility
study and approach selected)
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Attachment C: Three Scenarios “4-1-4"

4-1-4 “Straw Man Proposal”—Three Scenarios

Common to all proposals:
o Address key capital needs -- beyond those met via basic CIP resources

o Allow the Council to take incremental steps—act one year at a time
e Funding is tied to specific projects. Once the bonds are paid off for these projects, this revenue
source goes away (i.e. the levy rate drops)

Straw Man Proposal 1

Focus: Economic Recovery and Development

Addresses capital projects that help the City recover from the economic downturn and prepare for the
next wave of development.

Project

1% 4% (2013)

2" 4% (2015)

3" 4% (2017)

4™ 4% (2019

Potential Total
Investment
2013-19

A

Note that the Counc{il is not asked to make any pre-commitment to ea\ch subsequent
property tax levy; each would be addressed incrementally at the time. They are grouped

together here to show the effect of a

potential multi-year package.

Bellevue Way | $10M $10M
HOV
120™ Ave. $5M $6M (completes $11M
from NE 18" to implementation)
Northup
108" Ave. $5M $5M
Downtown
Great Streets
non-motorized
improvements
NE 6™ St. $4M $4M
extension {component of
Downtown to large project;
Wilburton helps catalyze

state

investment)
NE 15" St $15M $15M $30M
Yearly Totals $15M $15M $15M $15M S60M
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Straw Man Proposal 2

Focus: Neighborhood Improvements

Addresses neighborhood investments that meet key neighborhood needs and are difficult to fund
through the regular CIP process.

Attachment C: Three Scenarios “4-1-4"

Project 1% 4% 2" 4% 3" 4% 4™ 4% (2019 | Potential
(2013) (2015) (2017) Total
Investment
2013-19

Il
A

[

\

Note that the Council is not asked to make any pre-commitment to each subsequent
property tax levy; each would be addressed incrementally at the time. They are grouped
together here to show the effect of a potential multi-year package.

West Lake Sammamish $12M $12M $24M
Parkway (completes
the project
in full)
Neighborhood $3M $3M $6M
Sidewalks
Enhanced streetscapes — $1.5M S15M S3M
arterial tree planting and
restoration
East Link neighborhood $1.5M $1.5M S$3M
“betterments” (above and
beyond East Link
“exceptional mitigation”)
BNSF Bike path—entire S5M (full S5M
City limits cost TBD)
Mountains to Sound S7M (funds S7TM
Greenway construction— 70%--
Factoria Blvd. to Lakemont balance of
Blvd. S10M
project to
be secured
via grants)
Ashwood Cultural Campus $12M (partial | $12M
(Multi-cultural funding; addl.
institute/KidsQuest/Library funding
interface, plus Park needed via
development) public/private
partnerships,
private
donations,
naming rights,
etc.)
Yearly Totals S15M S15M S15M $15M S60M
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Straw Man Proposal 3

Focus: Blended Economic Development and Neighborhoods

Attachment C: Three Scenarios “4-1-4"

Balances key capital needs for economic development and neighborhoods.

Project

1% 4% (2013)

2" 4% (2015)

3" 4% (2017)

4™ 4% (2019

Potential Total
Investment
2013-19

A

|

\

Note that the Council is not asked to make any pre-commitment to each subsequent
property tax levy; each would be addressed incrementally at the time. They are grouped
together here to show the effect of a potential multi-year package.

Bellevue Way | $10M S10M
HOV

120" Ave. $5M $6M $11M
from NE 18" to

Northup

NE 15" St $10M $10M
West Lake S5M $10M S9M (completes $24M
Sammamish full

Parkway implementation)

Neighborhood S5M S5M
Sidewalks

Yearly Totals $15M S15M $15M $15M S60M

~
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Attachment D
Re “4-1-4” Strategy
Priority Projects Received From Individual Councilmembers as of Packet Publication Time

Project Timing considerations raised

NE 15™ St from 116" to 124" Timing before or during East Link
construction; construction may go
beyond CIP timeframe but engineering at
least during CIP timeframe

Priority to complete MII projects
without using base CIP revenues

Plan/priority to implement projects East Link construction anticipated to
that make sense to do while light rail is | occur through 2023

under construction

Meydenbauer Waterfront Park
Ashwood Park/Multicultural Center
Bellevue Way HOV

West Lake Sammamish Parkway

Newport Way Improvements

Restore NEP

Note: also received comment that some projects like sidewalks and community projects could be funded
via $6M ED/Neighborhoods/Opportunity Fund in Preliminary CIP.
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Figure 5a-3(A) Attachment E

Comparison of 2012 Urban Tax Rates
Rates in Etfect for Property and Local Taxes as of January 2012

This figure provides a comparison of City of Bellevue tax rates to the tax rates of the 25 other Washington cities with over 30,000 population.
Comparisons in Figure 4-3(A) show that Bellevue’s property tax rate is well below the average for these Washington cities and that, like 25 other cities,
the sales tax rate is 0.85%.

PROPERTY TAX -
REGULAR LEVY LOCAL SALES TAX
$ TAX PER $1,000 A.V. A GROSS RECEIPTS TAX

$3.60 0.85% 0.85% AVERAGE
Limit Limit clp 0.85% BELLEVUE
Allocation Seattle

0.21% Tacoma

and 23 other cities

$3.10
Bellevue

Limit $3.06 Yakima
$2.99  Vancouver
$2.97 Tacoma
$2.96 Everett
$2.85 Spokane

$2.71 Renton
$2.62 Olympia
$2.61 Richland General Fund

$2.56  Bremerton, Sammamish Allocation
0.64%

$2.12  Kennewick

$2.06 |— — — — — $2.08 Auburn

AVG.
$1.97 Seattle, Pasco

$1.76  Redmond
$1.70  Puyallup
$1.66 Edmonds
$1.60 Shoreline
$1.59  Bellingham
$1.57 Kent

$1.37  Kirkland

$1.33  University Place
$1.30 Federal Way
$1.28 Lakewood
$1.20 Lacey

$1.07 BELLEVUE

General Fund*
Allocation
$1.07

Multiple Sources: King County

Assessor and City websites Source: Department of Revenue

* Aportion of the General Fund allocation supports the Human Services Fund. m9016¢.09/12.ai
** A portion of the CIP allocation supports the Housing, Facilities, and Land Purchase Revolving Funds, and General Fund maintenance
and operating costs associated with completed capital projects. 2013-2014 City of Bellevue Budget
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